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Abstract 
This preliminary study was made with an attempt to analyze the efficiency of working capital management in the selected small 
medium enterprise companies in Malaysia. The secondary data was derived from Suruhanjaya Syarikat Malaysia. Database of 24 
companies are randomly selected from the SME Corp website for four years period from 2010 - 2013. In analyzing the efficiency 
of working capital management three indexes was used in this current study namely, performance index of working capital 
management (PIWCM), utilization index of working capital management (UIWCM), and efficiency index of working capital 
management (EIWCM). The results reveal that the selected small medium enterprise company was less efficient in managing their 
working capital during this study period. 
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1. Introduction 
 
Essentially, working capital management (WCM) is one of the most vital segments in firm’s financing 
decisions as an important stimulus towards firm’s performance. The importance of WCM towards firm’s 
achievement was considered as a traditional concept that was highlights in all standard corporate finance textbooks 
(Aktas, & Croci,  & Petmezas, 2015). Above all, efficient management of working capital is a fundamental part of 
the overall corporate strategy (Padachi, 2006) and is expected to contribute positively to the creation of a firm’s 
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value (Nazir & Afza, 2009). Thus, the importance of managing the working capital (WC) efficiently is irrefutable in 
certifying each components of working capital are at the best level of efficiency to successfully operate and is highly 
desirable for firm‟s growth and sustainability because of its effects on profitability and risk (Tsagem, Aripin & 
Ishak ,2014).  
The corporate finance literature has traditionally focused on the study of long-term financial decisions, 
particularly investments, capital structure, dividends and company valuation decisions. Recently, short-term assets 
and liabilities, which are considered as important components of total assets, are now gaining more interest across 
the different industry by converging towards WCM efficiency. Accordingly, efficient WCM also revolve on 
monitoring of current assets and existing liabilities in a way to minimize the potential debt and also to keep the firms 
from too much spending on the asset (Eljelly, 2004).  In addition, efficient WCM will allows firms to redeploy 
underutilized of firm’s resources to higher-valued use in which could heightening of firm’s performance (Aktas, & 
Croci,  & Petmezas, 2015).  
Many study done previously focus on larger firms or important industry and literature on WCM in Malaysian 
context are relatively rare particularly on small firms (Nasruddin ,2006) whereas  small firms also need to have 
proper management on working capital (Sajid et.al ,2013). The need to effectively manage the WC within SMEs 
remain pivotal to its solvency and liquidity (Sunday, 2011).Thus, measuring of the efficiency of SME’ working 
capital is prominent by looking at the growth of SME in Malaysia that was expending rapidly with 97.3% (645,136) 
of total business establishments (Economic Census, 2011). Further, SME industry complement 33.15% of   GDP, 
57.5% employment and 19% exports contribution towards Malaysia’s economic (SME Corporation, 2012). Of 
important, the health of the SME sector is highly imperative to the economy thus it’s vital to look into the efficiency 
of working capital management of small medium enterprise in Malaysia context. Working capital management is 
important to ensure the sustainability of the companies in order to keep growing to compete with others.  Thus, the 
purpose of this paper is to analyse the efficiency of working capital management in the selected small medium 
enterprise companies as a beginning for future analysis.  Since, many facets of WCM efficiency is still unexplored 
particularly from Malaysian’s SME, research in this local aspects is meaningful.  
 
2. Literature Review 
 
Previously, WCM has been analysed from different measure in current literature. Study done by Mehmet and 
Eda, (2009) on the significant relationship between working capital management of the firm efficiency level 
evidenced the efficient used of WC by improving the management of total assets in which positively affect the firm 
profitability. This study used declared data from Istanbul Stock exchange from 1993 to 2007 and indicates 
significance negative relationship of cash conversion period, current ratio and net working capital towards return on 
total assets. Similar to Chisti, (2012) studied the effect of efficiency and profitability for the 16 company in India 
and found that the are inverse relationship between the inventory, account receivable and cash conversion cycle, but 
in contrast the accounts payables show the positive relationship. Whereas, Ganesan (2007) analyze the efficiency of 
the working capital management for the telecommunication equipment industry and used day’s sales outstanding, 
days inventory outstanding, day payable outstanding, day’s working capital, and current ratio to represent the 
working capital management efficiency. Meanwhile, cash conversion efficiency and current ratio are used to 
measure the liquidity and income to total assets and income to sales used to measure the profitability. Results of the 
empirical analysis show that liquidity and profitability are negative relationship towards the working capital 
management. 
Study done by Alipour, (2011) on the relationship between working capital management and profitability found 
that there is significant relationship and from the empirical results show that the working capital management play a 
big roles in the profitability in Tehran stock exchange and the study suggest that to decrease the receivables accounts 
and inventory in order to increases the shareholders values. On other research complete by Jayarathne (2014) on the 
impact of the working capital management on profitability and used Sri Lanka listed company as sample. He 
summarized on his results that the liberal credit policy would be influencing to the profitability of the company and 
suggests that manufacturing companies can make more profit if they can manage the working capital management 
efficiently. Similarly to the study done by, Richard et.al (2013) to examine the effects on working capital 
management on profitability in manufacturing firms in Ghana and found that components in working capital 
management must be managed properly to avoid problem on liquidity crisis and the short-term liabilities since it’s 
also play a big role in companies. For this research, he used account receivable days, account payable days, cash 
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conversion cycle, current assets ratio, size and current asset turnover as an independent variables and return on 
assets as present for profitability for the dependent variables.  
Afza and Nazir (2011) stress on the importance of efficient working capital management by examined the 
efficiency of the working capital management for the cement sector in Pakistan for the year 1988 to 2008. In order 
to examine the efficiency of the firms, he following the Bhattacharya (1997) indicator of efficiency, which is consist 
of three part; performance index of working capital management, utilization index of working capital management 
and efficiency index of working capital management. The study found that the industry under this study did very 
well on performance of efficiency during the period. Shehzad et.al (2012), study on efficiency of the textile sector of 
the Pakistan companies on their working capital management for the year 2004 to 2009. Instead of using the 
conventional method, this study using efficiency index developed by Bhattacharya (1997) and use these three 
indicators; performance index of working capital management, utilization index of working capital management and 
efficiency index of working capital management. According to the results, the industry performance was at on the 
top of level of efficiency and its shows that they managed the working capital management properly during the 
empirical time span of study. The study done by Press, Valipour and Jamshidi (2012) found that there are positive 
relationship between performance index, efficient index, and utilization index with the efficiency of the asset. 
However, the results show that cash conversion cycle inversely significant relationship on efficiency of the assets. 
He concluded that index developed by Bhattacharya is more promising as a proper indexes and more significant in 
determining the working capital management compared to the conventional one.  
Motivated by limited research from the Malaysia perspectives, to be specific, in small medium enterprise 
industry and based on the previous studies provided, this study thus forms the preliminary notion to expand the topic 
regarding the working capital management on efficiency analysis particularly. 
 
3. Methodology 
 
The study analyse the Efficiency index of SME companies in Malaysia that was listed with SME Corporation of 
Malaysia. A sample of 50 companies was retrieved from Suruhanjaya Syarikat Malaysia database for the period 
from 2009 to 2013.However only 24 companies was selected for analysis and the rest is omitted due to lack of 
required information. The data is extract based on the income statement and balance sheet from the annual report of 
the company. 
For the measurement of WCM Efficiency, this study adopted the index develop by Bhattacharya (1997). 
Bhattacharya developed another tools for the measurement and examining the efficiency of the working capital 
management due to obstacles during implementation of the accounting ratios, such as lack of data and difficult task 
due to the missing theory (Bhattacharya, 1997). Traditionally, based on the previous studies it shows that accounting 
ratios are the most important tools to measure the efficiency.  Nonetheless, Bhattacharya (1997) has composed an 
index, known as total efficiency index of the working capital management that was develop from the performance 
index, and utilization index. This study differentiated from the previous study by using the Index based on sample 
that was never been tested previously from Malaysia perspective. Basically, this current study undertakes Small 
Medium and Enterprise industry as a sample and chooses 24 companies in Malaysia as a preliminary test to measure 
the efficiency. The index used by Bhattacharya was based on sample of bigger company and presumably small firms 
and large firms are different from each other and the responsiveness of proficient working capital management is 
still unclear (Javid ,2014) thus motivated the current study to apply this index. 
 Bhattacharya (1997) suggest that to measure the whole efficiency of the working capital management, the first 
analysis was to calculate the Performance Index of Working Capital Management (PIWCM) using the following 
model; 
Where,  
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Is= Sales index defined as: St / St-1 ,  
Wi= Individual group of current assets  
N= Number of current assets group  
And, i= 1, 2, 3...N 
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Secondly, to examine utilization Index of working capital management (UIWCM), the following model was used; 
1
WCM
t
t
A
A
UI            (2) 
Where, A = Current assets / Sales 
The model was used to indicate the ability of the firm to utilizing the currents assets of the purpose of generating 
income. In this study, the number of current assets group was divided into five different items namely inventories, 
account receivable, CAS and tax recoverable, fixed deposits and other current assets. 
Lastly, Bhattacharya (1997) developed the following model to examine the efficiency index of working 
capital management (EIWCM) which was constructed by multiplying the Performance Index with Utilisation Index.; 
 
EIWCM = PIWCM × UIWCM          (3) 
4. Discussion And Results 
 
Table 1 report the descriptive analysis of selected small medium enterprise company for Performance Index 
(PIWCM), Utilization Index (UIWCM) and Efficiency Index (EIWCM) of working capital management. PIWCM shows the 
average performance index of the various items in current asset, UIWCM defines as the ability of company to generate 
sales by utilize the current asset and EIWCM is a calculation of performance that consists of PIWCM and UIWCM.   
 
4.1 Performance Index, PIWCM 
 
Generally, performance index that greater than 1 show the working capital management are properly managed. 
The results for PIWCM on the table 1 depicted that the selected sample of SME companies are less efficient in 
managing the working capital. Throughout the years from 2010 – 2013, only Chong San Industries Sdn Bhd is 
effectively managing the company’s working capital with index point of 1.31 (> 1). The rest didn’t compatible yet to 
manage the current assets as whole during the period of study. The results of PIWCM for most of the selected sample 
are more than 1( < 1 ) indicating that the sales generated by the companies was less than the amount of Working 
Capital used. 
 
4.2 Utilization Index, UIWCM 
 
The UIWCM indicates the degree of utilization of current assets of a company. Any increase in current assets that 
was substantiate with an increase in the sales representing an effective utilization of currents assets. As per table 1, 
its shows that, most of the selected company, which is, 17 out of 24 companies’ marks that they utilized their current 
assets efficiently. The results are greater than 1, which are the benchmarks for measurement of efficiency.  
 
4.3 Efficiency Index, EIWCM 
 
Efficiency index is a measurement of ultimate efficiency level since this index are from performance and 
utilization index. Based on table 1, the results show that selected companies in SME Malaysia have a poor efficiency 
level of working capital managements since the results was less than 1. In this study, the poor levels of efficiency 
index are influenced by the poor performance index. The result thus implies that the selected SME company does 
not effectively utilize its working capital in generating the sales.  
As per overall observation, the indexes of the efficiency by selected SME Company’s shows poor level of 
efficiency in in managing their working capital.  In the performance index, only Chong San Industries Sdn Bhd 
indicates effective management of current assets. This company is from the food and beverages industry and their 
main products were sugar confectionery. For the utilization index, most of the company remarkably fully utilized the 
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current assets to generate more sales. The table shows that the most efficient company within the 24 selected 
companies is Agensi Pekerjaan Osr Management Sdn Bhd (µ=0.2203). Last index is Efficiency index which is 
ultimate efficiency level that multiple by performance and utilization index. The results show that Agensi Pekerjaan 
Osr Management Sdn Bhd has the highest mean, which is, µ=0.2203 and it indicates that within this sample, this 
companies performance well rather than other. The most inefficient management of working capital is Amecrown 
Marketing (M) Sdn Bhd with µ=0.1341. Both of this company from different industry. The food and beverages that 
fall under services sector have better performance rather than manufacturing, but both sector are well perform to 
utilize their assets. Efficiency index reveal that manufacturing sector is the most efficient sector in managing the 
current assets and fully utilize their assets in order to create more efficient working capital management.  
Table 1: Descriptive Analysis 
NO  
COMPANY 
 
PI UI EI 
Mean Min Max Mean Min Max Mean Min Max 
1 Amecrown Marketing (M) Sdn 
Bhd 
0.1547 0.14 0.18 0.8774 0.71 0.97 0.1341 0.12 0.14 
2 Bec Marketing Sdn Bhd 0.1516 0.09 0.19 0.929 0.82 1.01 0.1387 0.09 0.17 
3 Meridian Recycling Sdn Bhd 0.1735 0.14 0.2 0.8147 0.47 1.08 0.1412 0.08 0.21 
4 R.M Leopad Sdn Bhd 0.1987 0.1 0.32 0.8435 0.56 1.27 0.148 0.13 0.18 
5 Coffee Legend Sdn Bhd 0.2227 0.01 0.32 3.2338 0.18 11.34 0.1491 0.09 0.17 
6 Brilliant Fruit Coordial 
Enterprise (M) Sdn Bhd 
0.1633 0.11 0.23 0.9208 0.85 0.99 0.1513 0.11 0.23 
7 Far East Pyramid Sdn Bhd 0.2712 0.11 0.46 0.7257 0.2 1.25 0.1516 0.09 0.21 
8 Altratec Sdn Bhd 0.1722 0.15 0.19 0.8831 0.76 0.99 0.1532 0.12 0.19 
9 Ramly Food Processing Sdn 
Bhd 
0.1694 0.16 0.18 0.9023 0.81 0.96 0.1533 0.13 0.17 
10 Data-Tech Sdn Bhd 0.1381 0.09 0.18 1.0897 0.92 1.41 0.1561 0.08 0.26 
11 Cocoaland Industry Sdn Bhd 0.1898 0.14 0.23 0.817 0.76 0.89 0.1571 0.11 0.21 
12 Global Marketing Ventures Sdn 
Bhd 
0.1639 0.11 0.21 0.9627 0.85 1.07 0.1588 0.1 0.22 
13 Song Hong Lee Engineering 
Works Sdn Bhd 
0.1707 0.15 0.19 0.9436 0.84 1.06 0.1606 0.15 0.17 
14 Alam Sekitar Malaysia Sdn 
Bhd 
0.1601 0.13 0.19 1.017 0.89 1.12 0.1611 0.14 0.18 
15 Ammax Enterprise Sdn Bhd 0.1522 0.1 0.19 1.1348 0.79 1.55 0.1639 0.15 0.19 
16 Prima Oligo Worldwide Sdn 
Bhd 
0.1656 0.13 0.2 1.0027 0.88 1.1 0.1677 0.11 0.21 
17 Benns Chocolates 7 Candy 
Manufacturer Sdn Bhd 
0.1839 0.11 0.24 0.9784 0.79 1.31 0.1704 0.14 0.19 
18 Chong San Industries Sdn Bhd 0.4645 0.15 1.31 0.7491 0.13 1.15 0.1713 0.16 0.18 
19 Central Distribution & Agency 
Sdn Bhd 
0.1623 0.01 0.29 5.0963 0.58 17.69 0.1778 0.17 0.19 
20 Ayam A1 Food Processing Sdn 
Bhd 
0.1934 0.18 0.22 0.9292 0.75 1.05 0.1804 0.13 0.22 
21 Aps Manja 0.2141 0.14 0.33 0.9172 0.9 0.93 0.1958 0.13 0.3 
22 S.N.Akmida Holdings Sdn Bhd 0.1642 0.09 0.33 1.5818 0.57 2.7 0.1996 0.15 0.24 
23 Akuku Food Industry Sdn Bhd 0.2321 0.19 0.29 0.8639 0.78 0.99 0.1996 0.15 0.24 
24 Agensi Pekerjaan Osr 
Management Sdn Bhd 
0.3147 0.06 0.51 1.0281 0.49 1.91 0.2203 0.11 0.31 
 
5. Conclusion 
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The present study attempt to analyse the efficiency of working capital management in the selected small 
medium enterprise companies from year 2010 to 2013. The efficiency was represents by total efficiency index of the 
working capital management based on the performance index, and utilization index instead of using the calculate 
working capital management ratio. For preliminary analysis, this study only analysed a sample of 24 SMEs listed in 
the Suruhanjaya Syarikat Malaysia due to incomplete information provided by most of the selected sample.  The 
results should be more than 1 to determine the performance, utilization and efficiency level. Performance index of 
the company is not up to expectation due to the results of the index is less than 1. Only one out of twenty four 
company have value greater than 1. However, the utilization index is very good during this study period. Most of the 
company results greater than 1, and its show how well the companies utilize the current assets. For the efficiency 
index, the results show that the selected SME companies are less concern with their working capital management 
since the value is less than 1. Empirical results revealed that the selected small medium enterprise companies are 
less efficient in managing their working capital during this study period. The management of working capital plays 
important roles to ensure the sustainability of the company in maintaining the business with an increase 
performance. The improper management of working capital will results on the inefficient asset utilization and the 
investment for the short term will be decrease. In addition, the company wills loss a lot of opportunities to expand 
the business since they will suffer short-term liquidity crisis and downgrading the company’s rating. The address 
results could provide alarming signals towards SME industry in Malaysia since inefficient management of working 
capital could become a major cause of SME failure. Though, given the government's move  to put greater  emphasis  
on   the development  of  SMEs as one of the catalysts  of  resilient national Economy, thus this preliminary study 
has open up a new direction towards working capital literature in Malaysia. A deepen analysis in measuring the 
factors that might influence the efficient management of working capital across a larger sample of SME in Malaysia 
is vital. Future research will highlight this issues by taken into consideration a larger sample to represents a wider 
perspective towards SME in Malaysia particularly with a longer years observation. Thus this study is left for future 
to be further explore.  
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